
DETERMINATIONS AND FINDINGS
AUTHORITY TO EXCLUDE A SOURCE

1. CONTRACTING AGENCY: Officeof theAssistantSecretaryofDefense,HealthAffairs,
TRICAREManagementActivity (TMA), AcquisitionManagement& Support(AM&S),
Aurora,Colorado.

2. DESCRIPTION OF ACTION BEING APPROVED: TMA intendsto issuea single
solicitationfor thenextgenerationofTRICARE ManagedCareSupportContracts(MCSCs).
Theacquisitionwill replacethecurrentsevenfixedpriceMCSCswith threecontractawards
thatwill combinecost-plus-incentive-fee(CPIF)andfixedprice(FP) contracttypes. Each
contractorwill beresponsiblefor performingall administrativeservicesattendantwith, and
financiallyunderwriting,thedeliveryofhealthcareto eligible uniformedservices
beneficiaries(activeduty servicemembersandtheirfamilies,retireesandtheir families,and
family membersurvivors)within theparticularregion. Thebasiccontractwill involvea
start-upperiodduringwhichthe contractorwill establish,staff, andtestall administrative
systemsin preparationfor deliveryofhealthcare. Thecontractwill also includefive 1-year
optionperiodsduringwhichhealthcarewill actuallybedeliveredto, andpaidon behalfof,
eligible beneficiaries.Theestimatedvalueofthecontracts for thebaseperiod
plus five optionyears.

In orderto fosteranadequatenumberofviablecontractorsto ensurecontinuousavailability
of healthcareservicesfor ourmilitary beneficiaries,TMA will beauthorizedto conducta
full andopencompetitionafterexclusionof sourcespursuantto 10 U.S.C.2304(b)(1)(D).
Any offerorwill bepermittedto competefor one,two, orall threecontracts;however,no
contractorwill beawardedmorethanonecontract. Theselectionofthreedifferent
contractorswill occurevenif one contractorsubmitsthebestproposalfor eachofthethree
areas.This will ensureagainstthe lossofexistingcritical healthcareskills by contractor
personnelpresentlyworking in theTRICAREprogram.Theapproachis furtherauthorized
by 10 U.S.C. 1073a.which requiresthat TRICARE contractorsbeselectedthatwill provide
the“bestvalueto theUnitedStatesto themaximumextentconsistentwith furnishinghigh
qualityhealthcarein amannerthatprotectsthefiscal andotherinterestsoftheUnited
States.”

3. STATUTORY AND REGULATION AUTHORITY PERMITTINGFULL AND OPEN
COMPETITION AFTER EXCLUSION OF SOURCES: 10 U.S.C. 2304(b) (1) (D), as
implementedby FAR 6.202(a)(4),permitsfull andopencompetitionafterexclusionof
sourceswhenit is necessaryto ensuretheavailabilityofareliablesourceofsupplyof
services.

4. FINDINGS: Approvalofauthorityto conductafull andopencompetitionafterexclusionof
sourcesis basedon the following findings:

CurrentlyfourcontractorsareperformingthesevencontractscoveringtwelveU.S.
geographicalregions. TMA will realignthosetwelveregionsinto threeregionsandawarda



contractfor eachofthenewly definedregions. Threecontractsandgeographicalregions
havebeendeterminedto betheoptimumnumberto provideefficientandcost-effective
contractadministrationby DoD while providingefficienciesandeconomiesofscalefor
contractorperformance.Reducingthenumberof contractsadministeredby TMA andthe
numberofhealthcareregionsrequiringregion-widehealthcareplanningandoperational
coordinationbetweenmilitary healthcarefacilities andMCSCswill reduceDoD’s
resourceexpendituresfor redundantadministrativecostsassociatedwith sevenidentical
contractsandtwelveregionalmanagementstructures.

Awardof threecontractsis necessarybasedonevaluationofexistingcapabilitiesin the
commercialsector. For example,Medicaredatafor 1999(HCFA Pub.No. 03421)reveals
thattheworld’s largesthealthcareclaimsprogram(848million annualclaims)used65
differentcontractorsto accomplishthework, with an averageofabout13 million claims
processedpercontractor.Approximately50 million TRICARE claimswill beprocessed
annuallyunderthethreeproposedMCSCs,orapproximately16.7 million claimsper
contractor. It is anunacceptablerisk to stabilityin programadministrationto awardlessthan
threecontractsandtherebysignificantly increasethevolumeofclaims (almostdoublewith
two contractors)generallyprocessedby individualcontractorswithin thecommercialsector.

Awardofthreecontractsis alsoconsistentwith thecapabilitiesofthecommercialsector
basedon the“numberof coveredlives” to be includedin eachTRICAREcontract. The
“numberofcoveredlives” relatesto ahealthinsuranceindustryconceptthat looks atahealth
carecompany’sequityatrisk andexpectedworkloadperindividual beneficiarycoveredby a
healthcareplanorpolicy. Thenumberof coveredlives perproposedTRICAREcontract
andregionis roughlyequivalentto anymajorhealthinsurer’sbookofbusiness.
Significantly increasingabookof business(i.e., includingsubstantiallymorecoveredlives
underfewercontracts)is ahigh-riskpropositionfor theGovernmentandcouldonly be
accomplishedwith intenseandcostlyoversightandmanagementthroughGovernment
contractadministration.

PastgovernmentexperiencehasshownthatanMCSCcanbeoverwhelmedby thesheersize
anddemandsfor healthcareby thebeneficiarieseligible forthis statutoryentitlement
program.Currentstaffsofexistingcontractorsareconsideredinadequateto administerthe
entiregeographicalareato becoveredby thethreeintendedawards.BaseduponGovernment
experience,includingworkwith thecurrentfourcontractors,threecontractsfor three
regionalareasprovidesoptimumcompetitionamongresponsibleofferorsandreduces
governmentoverheadpresentlyadministeringsevencontracts.

Thesolicitationwill awardcontractsmandatingaformulafor determiningthehealthcare
targetcostsfor optionperiodsin theeventthatthecontractpartiesareunableto reach
agreementonatargetcostby negotiation.ActualTRICARE healthcarecostsexperienced
nationwideforoneyearwill bea factorin theformulaforsettingtargetcostsin the
subsequentoptionyear.With threedifferentcontractors,it is lesslikely thatanyonewill be
ableimproperlyto influencethetargetcostfor asubsequentyear.However,if acontractor
wereto havemorethanoneregion,thatcontractor’sperformancein managinghealthcare
costswouldbegivensignificantlymoreweightundertheformulatherebyreducingand/or



eliminatinganyadvantagesgainedfrom anationaltrendfactor. This factoris bestcontrolled
by havingthreecontractors,with no onecontractorhavingmorethanone-thirdinfluenceon
thenationaltrendfactor.

Onbalance,then,reducingthecurrentsevenMCSCsto threecontractswill resultin more
efficientandcost-effectivecontractadministrationby DoD; however,reducingthenumberof
contractsbelowthreeis not appropriatefor efficienciesandeconomiesofscaleasreflected
by theconimercialsector’slargestclaimsprocessingcontractorsormajorhealthinsurers’
booksofbusiness.

TRICARE is auniquestatutoryentitlementprogramthat requirescontractorsto financially
underwritethe deliveryofhealthcarefor anunenrolledbeneficiarypopulationandunder
whichcontractorsarerequiredto deliverhealthcarethroughcivilian healthcareproviders
only whensuchhealthcareis not otherwisedeterminedto be availablethroughmilitary
healthcarefacilities. Althoughmanyoftheadministrativefunctionsaresimilar to
commercialhealthplans,specificrequirementsundertheTRICAREMCSC arenot
consistentwith commercialtypehealthcareplansor insuranceand,therefore,no readily
availablealternativecontractorgenerallyexists(outsidethosecontractorsactually
performingTRICAREMCSCs)to respondrapidlyto theGovernment’srequirementsto
avoiddisruptionin thedeliveryofcritical healthcareundera statutoryentitlementsprogram.

In view oftheuniquenatureoftheTRICARE requirement,seriousprogramexecutionand
financialrisksexistin theabsenceofmaintainingalternativesources.Disruptionin the
deliveryofhealthcareto activeduty servicemembersandtheirfamilieswill seriouslyreduce
andharmourmilitary preparednessdueto personalconcernsof activedutymembersfor the
healthoftheirfamily andthemselves.If occurringduring atime ofnationalemergency,it
couldsignificantlythreatenthesecurityof theUnitedStates. TRICAREis astatutory
entitlementprogramunderwhichtherecanbeno lapsein programexecutionor interruption
ofservices.Havinglessthan3 contractorscreatesanunacceptablerisk to stabilityin
programadministrationandthecontinuousdeliveryofcrucialhealthcare.

In view ofthestatutoryrequirementthatTRICARE MCSCsfinanciallyunderwritethe
deliveryofhealthcare,spreadingthefinancialrisk forunderwritingmulti-billion dollar
annualhealthcarecostsamongseveralcontractorsis prudent. Relyingon thecontinued
financialviability ofonly oneortwo contractorsundercurrentmarketconditionsandthe
extraordinaryfinancialdifficultiesexperiencedby majorcompaniesis anunnecessaryrisk to
programadministration,predictabilityin DoD’s annualhealthcarebudget,andcontinued
viability oftheTRICAREprogram.

FAR 6.202(a)(4)permitsagenciesto excludeparticularsourcesfrom acontractactionin
orderto establishalternativesources,to ensurethecontinuousavailabilityofareliablesource
for services,orto satisfya critical needfor medicaloremergencysupplies.While difficulties
maybe encountered,thereadyavailabilityofalternativecontractsourceswill facilitate
stabilityin administrationof thestatutoryentitlementprogram,helpavoidunnecessary
disruptionin healthcareproviderandpatientrelationships,andminimize -- duringany
substituteperformancestage-- thehightrainingcostin termsofmoneyandotherresources



generallyexperiencedby anewcontractorandthegovernmentduringcontractstart-up.
Havingalternativecontractsourceswill bestinsurecontinuationofcritical healthservicesin
theeventofanationalemergencythroughouttheperiodofthecontracts.

If oneofthecontractorsis laterunableto substantiallyperform,thegovernmentwill consider
otheroptions,includingsubstitutingcontractperformanceby oneorbothof theother
contractorspendingcompetitiveacquisitionofa successor,andthusminimize therisk of
unacceptabledisruptionto providingthecontinuationof critically neededhealthcareservices
whentheyaremostneeded.Theneedto havelikely alternativesourcesavailablejustifies the
determinationthatacontractorselectedfor oneofthethreecontractswill not beconsidered
eligible foreitheroftheremainingcontracts.

DETERMINATION: In accordancewith 10 U.S.C. 2304(b)(1) (D) andFAR 6.202(a)(4),
it is my determinationthatthesolicitationfortheTRICAREnextgenerationofManaged
CareSupportContractsmaybeawardedusingfull andopencompetitionafterexclusionof
anyonecontractorfrom beingawardedmorethanonecontractunderthesolicitation. The
selectionofthreedifferent contractorswill occurevenif onecontractorsubmitsthebest
proposalfor eachofthethreeTRICARE regions.Thiswill ensureagainstthe lossof existing
critical healthcareskills by contractorpersonnelpresentlyworking in theTRICARE
program.This determinationis consistentwith 10 U.S.C. 1073a.whichrequiresthat
TRICAREcontractorsbeselectedthatwill providethe“bestvalueto theUnitedStatesto the
maximumextentconsistentwith furnishinghigh qualityhealthcarein amannerthatprotects
thefiscal andotherinterestsoftheUnitedStates.”
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